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Report  Summary 


Department  of  Justice 


This  report  documents  the  results  of  our  financial-compliance  audit 
of  the  Department  of  Justice  (Department)  for  the  fiscal  year  ended 
June  30,  2002.  The  previous  audit  report  contained  eight 
recommendations.  Of  these,  seven  were  implemented  and  one  was 
partially  implemented. 


This  report  contains  seven  recommendations  and  two  disclosure 
issues.  The  issues  discussed  in  this  report  include  noncompliance 
with  state  and  federal  laws  and  regulations  related  to  federal  cash 
management.  Youth  Justice  Advisory  Council  operations.  Highway 
Patrol  Retirement  System  contributions.  Legal  Services  Division 
personal  services,  cash  controls,  and  revenue  accruals.  The 
disclosure  issues  address  Internal  Service  Fund  fees  not  being 
commensurate  with  cost  and  recreational  vehicle  registration  fees. 

We  issued  an  unqualified  opinion  on  the  financial  schedules 
contained  in  this  report.  This  means  the  reader  can  rely  on  the 
presented  financial  information  and  the  supporting  data  on  the  state's 
accounting  records. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  responses  thereto,  and 
a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  Department  establish  procedures  to 
ensure  cash  draws  from  the  federal  government  are  executed 
in  accordance  with  federal  regulations  and  state  law 


Department  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  Department  work  with  the  Office  of 
Budget  and  Program  Planning  to  ensure  Legal  Services 
Division  positions  are  paid  by  the  appropriate  funding 
source 


Department  Response:  Concur.  See  page  B-3. 
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Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendation  #7 


We  recommend  the  Youth  Justice  Advisory  Council 

estabhsh  by-laws  and  practices  that  comply  with  federal  law 

and  the  Executive  Order 10 

Crime  Control  Division  Response:  Concur.  See  page  B-5. 

We  recommend  the  Crime  Control  Division  establish 
procedures  to: 

A.  Ensure  travel  reimbursements  comply  with  state  law. 

B.  Obtain  the  Governor's  authorization  to  conduct  meetings 
outside  of  Helena 1 1 

Crime  Control  Division  Response:  Concur.  See  page  B-5. 

We  recommend  the  Department  work  with  the  Department 

of  Administration  to  ensure  state  accounting  policy  results  in 

the  proper  and  complete  implementation  of  Generally 

Accepted  Accounting  Principles 12 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  Department  review  cash  controls  utilized 

by  all  Dnver  Exam  Stations  and  Highway  Patrol  Division 

offices  and  take  appropriate  measures  to  ensure  compliance 

with  state  law  and  policy 14 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  Crime  Control  Division,  in  consultation 

with  the  Department  of  Administration,  review  federal 

revenue  accruals  for  compliance  with  state  accounting  policy 

and  process  necessary  correcting  entries 15 

Crime  Control  Division  Response:  Concur.  See  page  B-6. 
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Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  the  Department  of 

Justice  (Department)  for  fiscal  year  2001-02.  The  objectives  of  the 
audit  were  to: 

1 .  Determine  if  the  Department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Identify  areas  for  improvement  in  the  internal  and  management 
controls  of  the  Department. 

3.  Determine  if  the  Department's  financial  schedules  present  fairly, 
in  accordance  with  state  accounting  policy,  the  results  of  its 
operations  for  the  fiscal  year  ended  June  30,  2002. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  the 
recommendations  made  in  this  report.  Areas  of  concem  deemed  not 
to  have  a  significant  effect  on  the  successful  operations  of  the 
Department  are  not  specifically  included  in  this  report,  but  have  been 
discussed  with  management. 

As  required  by  section  17-S-I01(6).  MCA,  we  analyzed  the  rates 
charged  and  fund  equity  in  the  Department's  Internal  Service  Fund. 
The  Internal  Service  Fund  contains  the  Agency  Legal  Services  and 
Bankruptcy  Unit  operations.  We  determined  the  charges  for  the 
operations  were  not  commensurate  with  costs  in  fiscal  year  2001-02. 
Our  findings  are  reported  on  page  1 7. 


Background  The  Attorney  General,  who  is  elected  to  serve  a  four-year  term, 

heads  the  Department.  The  Department's  primary  functions  are  to 
provide  effective  statewide  law  enforcement,  legal  services,  and 
public  safety. 

The  Board  of  Crime  Control  (Board)  is  attached  to  the  Department 
for  administrative  purposes.  The  Board  is  composed  of  18  members 
appointed  by  the  Governor  and  confirmed  by  the  Senate.  The 
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Board's  operations  are  presented  in  the  Department's  financial 
schedules  as  the  Justice  System  Support  Service  Program. 

The  Youth  Justice  Advisory  Council  (Council)  was  established  by 
Executive  Order.  The  Council  is  responsible  for  administration  and 
implementation  of  the  federal  Juvenile  Justice  and  Delinquency 
Prevention  Act  of  1974.  The  Council  also  advises  the  Governor, 
Board,  and  the  Legislature  on  policy  matters  and  legislation  related 
to  juvenile  justice,  juvenile  delinquency,  and  compliance  with 
federal  regulations.  The  Council's  operations  are  also  presented  in 
the  Department's  financial  schedules  as  part  of  the  Justice  System 
Support  System  Program. 

The  Department's  divisions  are  described  below. 

Legal  Services  -  provides  legal  research  and  analysis  for  the 
Attorney  General;  legal  counsel  for  state  government  and  state 
officials,  bureaus,  and  boards;  legal  assistance  to  local  governments; 
legal  assistance,  training,  and  support  for  county  prosecutors; 
assistance  through  the  office  of  victim  services  and  restorative 
justice;  and  legal  advice  and  support  for  all  state  agencies.  The 
Namral  Resource  Damage  Litigation  Program,  which  conducts 
litigation  of  claims  arising  from  damages  to  natural  resources  in  the 
Clark  Fork  River  Basin  between  Butte  and  Milltown,  operates  in  this 
division.  Also  included  is  the  Bankruptcy/Collection  Unit,  which 
collects  money  due  the  state,  with  emphasis  on  bankruptcy  cases. 

Gambling  Control  -  licenses  and  regulates  gambling  activities  and 
enforces  gambling  laws  in  the  state  of  Montana.  The  division 
collects  license  fees,  gambling  taxes,  and  investigates  applications 
and  complaints  relating  to  alcoholic  beverage  licensing. 

Motor  Vehicle  -  administers  vehicle  registration  and  driver  licensing. 
The  Title  and  Registration  Bureau  in  Deer  Lodge  is  part  of  this 
division. 
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Highway  Patrol  -  enforces  commercial  vehicle  regulations  and 
general  traffic  laws,  investigates  accidents  and  auto  thefts,  inspects 
vehicles,  and  provides  motorist  assistance. 

Criminal  Investigation  -  includes  the  administration,  management, 
and  coordination  of  criminal  investigative  services  and  training 
performed  by  the  Investigations  Bureau,  the  Narcotics  Bureau,  the 
Fire  Prevention  and  Investigation  Bureau,  and  the  Law  Enforcement 
Academy  Bureau.  Investigators  conduct  criminal  investigations  of 
homicide,  fraud,  robbery,  assault,  corruption,  arson,  organized  crime, 
computer  crime,  dangerous  drug  activity,  and  other  felony  crimes. 

Central  Services  -  provides  centralized  accounting,  administrative, 
budgetary,  personnel,  payroll,  and  fiscal  support  for  the  Department. 
The  division  also  oversees  the  County  Attorney  Payroll  Program. 
Effective  with  fiscal  year  2001-02,  the  Extradition  and 
Transportation  of  Prisoners  Program  was  transferred  to  the 
Governor's  Office. 

Information  Technology  Services  -  provides  a  full  range  of  services 
for  the  Department  of  Justice  and  the  criminal  justice  community. 
The  division  maintains  several  statewide  criminal  justice  systems, 
including  the  state  criminal  history  records  system  and  the  state 
criminal  justice  information  network  that  links  law  enforcement 
agencies  in  Montana  with  various  state,  regional  and  national 
criminal  justice  databases.  It  also  maintains  several  non-criminal 
justice  computer  systems,  including  the  Vehicle  Title  and 
Registration  System  and  the  Driver  Control  System.  The  division 
provides  project  management  for  the  Criminal  Justice  Information 
Services  Project  and  the  Motor  Vehicle  Information  Technology 
System  Project. 

Forensic  Sciences  -  performs  scientific  analyses  of  evidence 
submitted  by  law  enforcement  officials,  coroners,  and  state  agencies; 
promotes  forensic  science  training  and  scientific  criminal 
investigations  in  the  state  and  manages  a  statewide  system  of  death 
investigations. 
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Settlements  Handled  by 
the  Department 

Natural  Resource  Damage 
Litigation  Program 


Crime  Control  -  prepares  and  implements  an  annual  plan  for 
strengthening  Montana's  criminal  and  juvenile  justice  systems.  The 
division  provides  support  services  to  criminal  justice  agencies  such 
as  peace  officer  certification,  data  collection,  and  research.  The 
division  is  also  responsible  for  the  administration  of  various  state  and 
federal  programs  to  help  reduce  crime  and  compensate  its  victims. 


The  Natural  Resource  Damage  Litigation  Program  oversees  the 
environmental  restoration  litigation  in  the  Clark  Fork  River  Basin. 
The  litigation  expenses  were  funded  with  money  loaned  from  the 
Coal  Tax  Trust  Fund  by  the  state's  Board  of  Investments. 


On  June  26,  1998,  the  Department  received  S15  million  from  ARCO 
for  administrative,  scientific,  and  legal  costs  associated  with  the 
litigation.  In  July  1999,  the  Department  received  an  additional  $129 
million  settlement  to  be  used  for  environmental  restoration  work. 
The  state  has  an  outstanding  claim  against  ARCO  for  an  additional 
$200  million,  which  has  not  been  resolved.  The  Natural  Resource 
Damage  Litigation  Program  administers  environmental  restoration 
contracts  to  assure  the  terms  of  the  settlement  are  followed. 


Tobacco  Settlement 


The  state  of  Montana  may  receive  an  estimated  $920  million  over  25 
years  as  party  to  a  settlement  agreement  with  seven  tobacco 
companies.  The  total  amount  of  tobacco  settlement  funds  available 
will  be  affected  by  a  number  of  adjustments,  including  inflation  and 
sales  volume  changes  contained  in  the  master  settlement  agreement. 
In  November  2000,  Montana  voters  approved  a  referendum  which 
requires  40  percent  of  the  settlement  money  received  on  or  after 
January  1,  2001,  to  be  placed  in  a  trust  fund  to  pay  expenses  of 
tobacco  use  prevention  programs  as  a  means  to  reduce  health  care 
costs.  The  remaining  60  percent  is  deposited  in  the  General  Fund. 
The  state  of  Montana  received  settlement  payments  totaling 
$31,079,018  in  fiscal  year  2001-02.  The  Department  deposited 
$18,647,41 1  of  tobacco  settlement  recelpt^,  in  the  General  Fund  and 
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the  remaining  $12,431,607  was  deposited  in  the  Tobacco  Settlement 
Trust  Fund. 

In  November  2002,  Montana  voters  approved  a  referendum 
modifying  the  allocation  of  the  Tobacco  Settlement  funds. 
Beginning  July  1,  2003,  the  funds  are  to  be  distributed  as  follows: 

►  40  percent  is  to  be  placed  in  the  trust  fund. 

►  32  percent  in  the  State  Special  Revenue  Fund  for  a  Statewide 
Tobacco  Prevention  Program  and  the  Tobacco  Prevention 
Advisory  Board. 

►  17  percent  in  the  State  Special  Revenue  Fund  as  matching  funds 
for  the  Children's  Health  Insurance  Program  and  to  fund 
programs  of  the  comprehensive  health  association. 

►  1 1  percent  to  the  General  Fund. 

If  signed  by  the  Governor,  Senate  Bill  485  from  the  2003  Legislature 
will  temporarily  modify  the  restrictions  placed  on  the  use  of  the 
Tobacco  Settlement  funds  through  the  November  2002  referendum. 


Prior  Audit  Our  office  performed  the  Department's  financial-compliance  audit 

Recommendations  for  the  two  fiscal  years  ended  June  30,  200 1 .  The  report  contained 

eight  recommendations.  The  Department  implemented  seven 
recommendations  and  partially  implemented  one  recommendation 
related  to  compliance  with  federal  cash  management  requirements 
for  the  Medicaid  Fraud  Control  Unit.  This  issue  is  addressed  on 
page  7  of  this  audit  report. 
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Findings  and  Recommendations 


Medicaid  Fraud  Control 
Unit  Cash  Management 


The  state  receives  a  federal  Medicaid  fraud  control  grant  as  a 
required  element  of  the  federal  Medicaid  program.  The  state 
Department  of  Public  Health  and  Human  Services  administers  the 
Medicaid  program.  The  Department  of  Justice  operates  the  federal 
Medicaid  Fraud  Control  Unit  (unit).  The  unit  is  charged  with 
identifying,  investigating,  and  prosecuting  potential  fraud  in  the 
Medicaid  program. 


To  finance  the  unit,  the  Department  executes  cash  draws  from  the 
federal  government  on  a  reimbursement  basis.  Federal  regulations 
require  cash  draws  be  based  on  expenditures  incurred  by  the 
program.  In  addition,  section  17-2-108,  MCA,  requires  expenditures 
be  applied  against  appropriated  non-general  fund  money  whenever 
possible  before  using  general  fund  appropriations. 

We  noted  inconsistent  cash  draws  in  relation  to  expenditures  for  the 
unit  during  fiscal  year  2001-02.  Some  federal  cash  draws  exceeded 
expenditures  while  other  cash  draws  were  less  than  actual 
expendimres.  In  addition,  the  draws  were  not  executed  as  often  as 
allowed.  By  drawing  funds  in  this  fashion  the  Department  is 
alternately  out  of  compliance  with  federal  regulations  and  state  law. 
Department  personnel  modified  cash  draw  procedures  in  March 
2002,  improving  compliance  with  federal  regulations  and  state  law. 


Legal  Services  Division 
Personal  Services 


Agency  Legal  Services 
Internal  Service  Fund 


Recommendation  #1 


W  c  recommend  the  Department  establish  procedures  to  ensure 
cash  draws  from  the  federal  government  are  executed  in 
accordance  with  federal  regulations  and  state  law. 


The  Legal  Services  Division  provides  legal  ser\'ices  for  the  state  of 
Montana.  During  the  audit,  we  identified  two  instances  where 
personal  services  expenditures  for  division  staff  were  not  charged  to 
the  appropriate  fund.  The  following  paragraphs  discuss  our  findings. 

During  fiscal  year  2001-02,  the  Department  charged  the  personal 
services  expenditures  for  two  Appellate  Legal  Services  Bureau 
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employees  to  the  Agency  Legal  Services  Internal  Service  Fund. 
According  to  Department  officials,  the  two  employees  work  about 
half-time  providing  support  services  to  Agency  Legal  Services.  The 
remainder  of  their  time  is  related  to  Appellate  Legal  Services  Bureau 
activities.  Section  17-8-101,  MCA.  requires  fees  for  the  Internal 
Service  Fund  to  be  commensurate  with  the  cost  of  providing 
services.  Charging  the  Agency  Legal  Services  Internal  Service  Fund 
for  unrelated  personal  service  expenditures  inflates  the  true  costs  of 
that  program  and  may  result  in  inflated  charges  to  agencies  utilizing 
the  services  of  the  program.  In  addition,  including  these  costs  in 
future  rates  will  result  in  unallowable  expenditures  for  agencies 
utilizing  these  legal  services  in  the  administration  of  federal  awards. 
We  estimate  these  unrelated  personal  service  costs  to  be  $28,500  for 
fiscal  year  2001-02. 

As  discussed  in  the  disclosure  issue  on  page  17  of  this  report,  the 
Department  has  historically  been  unable  to  maintain  fees 
commensurate  with  costs  in  its  Internal  Service  Fund.  This  practice 
compounds  that  problem. 


Gambling  Control  Division  During  fiscal  year  2001-02,  the  Department  charged  the  personal 

pecia      evenue    un  services  expenditures  for  one  Prosecution  Services  Bureau  employee 

to  the  Gambling  Control  Division  Special  Revenue  Fund. 
Department  officials  indicated  this  employee  works  solely  on 
Prosecution  Ser\'ices  Bureau  activities  and  provides  no  support 
services  to  the  Gambling  Control  Division.  Section  23-5-612,  MCA, 
establishes  a  state  special  revenue  fund  for  the  purpose  of 
administering  the  gambling  control  function.   Prosecution  Ser\ices 
Bureau  operations  do  not  benefit  the  gambling  control  function  and 
should  not  be  charged  to  the  Gambling  Control  Division  Special 
Revenue  Fund.  We  estimate  the  unrelated  personal  service  costs  to 
be  $28,777  for  fiscal  year  2001-02. 

According  to  Department  personnel,  these  employees  are  budgeted 
from  the  Internal  Service  and  State  Special  Revenue  Funds. 
Department  personnel  indicated  their  requests  to  budget  the  positions 
from  the  General  Fund  have  been  denied  by  the  Office  of  Budget  & 
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Program  Planning  because  there  are  insutficient  General  Fund 
resources.  We  believe  the  personal  services  expenditures  should  be 
paid  by  the  program  receiving  the  related  benefit  in  order  to  comply 
with  state  law .  The  Department  should  work  with  the  Office  of 
Budget  and  Program  Planning  to  ensure  division  employees  are  paid 
from  the  appropriate  funding  source. 


\outh  Justice  Advisory 
Council 


Unauthorized  Council 
Membership 


Recommendation  #2 


We  recommend  the  Department  work  with  the  Office  of 
Budget  and  Program  Planning  to  ensure  Legal  Services 
Division  positions  are  paid  by  the  appropriate  funding  source. 


The  Youth  Justice  Advisory  Council  (Council)  was  established 
through  Executive  Order  to  comply  with  the  federal  Juvenile  Justice 
and  Delinquency  Prevention  Act  of  1974  (Act).  The  Act  required 
the  state  of  Montana  to  create  an  advisory  group  with  training, 
experience,  or  special  knowledge  in  the  prevention  and  treatment  of 
juvenile  delinquency  or  the  administration  of  juvenile  justice  in  order 
to  receive  certain  federal  grants.  Under  the  Executive  Order,  the 
Council  is  responsible  for  administering  the  juvenile  justice  federal 
grants.  During  the  audit,  we  reviewed  Council  operations.  The 
following  paragraphs  summarize  concerns  identified  during  our 
review. 

Under  state  law,  the  Governor  is  responsible  for  appointing  the 
members  of  the  Council.  Through  Executive  Order,  the  Governor 
designated  the  Director  of  the  Department  of  Corrections  or  his 
designee  as  one  of  the  members.  We  noted  the  following  instances 
where  official  business  was  conducted  by  individuals  not  appointed 
by  the  Governor. 

►    The  Governor  appointed  a  state  employee  as  a  representative  of  a 
public  agency  dealing  w  ith  high-risk  youth  and  delinquency 
prevention.  This  individual  subsequently  accepted  employment 
in  an  unrelated  position.  Beginning  in  September  2002,  another 
state  employee  began  participating  in  the  Council  meetings 
instead  of  the  appointed  member.   Department  personnel 
prepared  a  request  for  the  Governor  to  appoint  this  individual  to 
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the  Council.  At  the  time  of  our  audit,  the  appointment  had  not 
been  made.  Department  personnel  were  not  aware  of  this 
situation,  but  made  a  second  request  when  we  brought  it  to  their 
attention.  The  Governor  appointed  this  individual  to  the  Council 
effective  March  17,2003. 

►    A  state  employee  appointed  by  the  Governor  delegated  his 
responsibility  as  a  council  member  to  another  individual.  This 
member  represents  educational  services.  Department  personnel 
indicated  this  individual  consistently  does  not  attend  council 
meetings. 

Crime  Control  Division  personnel  indicated  the  by-laws  adopted  by 
the  Council  provide  each  member  with  the  authority  to  send  another 
individual  on  their  behalf  We  reviewed  the  by-laws  and  noted  it 
designates  certain  department  directors  as  ex-officio,  voting 
members  of  the  Council.  The  by-laws  provide  these  ex-officio 
members  with  the  authority  to  designate  other  representatives. 
Except  for  the  Director  of  the  Department  of  Corrections,  the 
by-laws  conflict  with  the  provisions  of  the  Executive  Order. 

By  allowing  individuals  not  appointed  by  the  Governor  to  participate 
in  Council  meetings.  Council  operations  are  inconsistent  with  the 
authority  provided  by  state  law  to  the  Governor.  In  addition,  the 
Council  places  itself  in  a  position  to  be  in  noncompliance  with  the 
Act,  which  designated  the  representation  of  the  Council.  We  believe 
the  Council  should  establish  by-laws  and  practices  that  are  consistent 
with  federal  law  and  the  Executive  Order. 


Recommendation  #3 


We  recommend  the  Youth  Justice  Advisory  Council  establish 
by-laws  and  practices  that  comply  with  federal  law  and  the 
Executive  Order. 


Unallowable  Federal 
Expenditures 


The  Crime  Control  Division  reimburses  Council  members  for  travel 
costs  incurred  to  participate  in  Council  meetings.  These 
reimbursements  are  charged  to  the  juvenile  justice  federal  grant.  To 
be  an  allowable  charge  to  a  federal  grant,  the  costs  incurred  must 
comply  with  state  law  and  regulation.  We  reviewed  certain  travel 
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costs  incurred  by  the  Council  and  identified  costs  charged  to  federal 
grants  that  are  not  allowable. 

During  fiscal  year  2001-02,  the  Council  conducted  a  meeting  in 
Great  Falls.  Section  2-15-122,  MCA,  prohibits  advisory  councils 
from  meeting  outside  of  the  city  of  Helena  without  the  express  prior 
authorization  of  the  Governor.  Crime  Control  Division  personnel 
did  not  obtain  prior  authorization  because  they  were  not  aware  of  the 
requirement.  The  Crime  Control  Division  expended  a  total  of 
$3,526  in  travel  costs  for  the  instances  described  above. 

The  Crime  Control  Division  should  establish  procedures  to  ensure 
travel  reimbursements  are  paid  only  to  those  individuals  entitled  to 
reimbursement  under  state  law.  The  Crime  Control  Division  should 
also  establish  procedures  to  obtain  the  Governor's  prior  express 
authorization  to  conduct  meetings  outside  of  Helena. 


Recommendation  #4 

Control  Division  establish 

Wc  recommend  the  Crime 
procedures  to: 

A. 

Ensure  travel  reimbu 

rscments  comply  with  state  law . 

B. 

Obtain  the  Governor' 
outside  of  Helena. 

s  authorization  to 

conduct  meetings 

Highway  Patrol 
Retirement  System 
Contributions 


The  Department  is  required  to  make  contributions  on  behalf  of  its 
highway  patrol  officers  to  the  Highway  Patrol  Officers'  Retirement 
System,  which  is  administered  by  the  Public  Employees'  Retirement 
Board  (PERB).  The  Department  is  required  to  pay  a  portion  of  these 
contributions  from  the  driver's  license  and  duplicate  driver's  license 
fees  it  collects.  In  fiscal  year  2001-02,  the  amount  of  contributions 
paid  from  this  source  was  $765,205.  Based  on  a  recommendation 
from  the  Department  of  Administration  and  in  accordance  with  state 
accounting  policy  issued  July  2,  2002,  the  Department  recorded  this 
activity  as  a  transfer-out  on  the  state's  accounting  records. 
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State  law  requires  the  Department  to  record  its  financial  activit>'  on 
the  state's  accounting  records  in  accordance  with  generally  accepted 
accounting  principles  (GAAP).  The  PERB  is  a  discretely  presented 
component  unit  of  the  state  of  Montana.  This  means  the  PERB  is  a 
separate  legal  entity  for  financial  reporting  purposes.  Because  of  this 
relationship,  GAAP  requires  the  contributions  paid  to  the  PERB  be 
recorded  as  expenditures  by  the  Department,  rather  than  as  transfers- 
out.  Accounting  Entity  Transfers  are  overstated  and  Personal 
Services  -  Other  expenditures  are  understated  by  $765,205  on  the 
Schedule  of  Total  Expenditures  and  Transfers-Out  for  the  fiscal  year 
ended  June  30,  2002. 

In  response  to  this  issue.  Department  personnel  requested 
appropriation  authority  for  the  fiscal  year  2004-05  biennium  to  allow 
them  to  record  these  contributions  as  expenditures  rather  than 
transfers-out.  We  believe  current  state  accounting  policy  does  not 
properly  or  completely  implement  current  GAAP  for  transactions 
between  the  state  and  its  discretely  presented  component  units  and 
that  in  addition  to  obtaining  appropriation  authority  for  the 
expenditures,  we  believe  the  Department  should  work  with  the 
Department  of  Administration  to  ensure  state  accounting  policy 
addresses  current  GAAP. 


Recommendation  #5 


We  recommend  the  Department  work  with  the  Department  of 
Administration  to  ensure  state  accounting  policy  results  in  the 
proper  and  complete  implementation  of  Generally  Accepted 
Accounting  Principles. 


Cash  Controls 


The  Department's  Driver  Exam  Stations  and  Highway  Patrol 
Division  Offices  collect  cash  from  the  public  in  the  administration  of 
their  duties.  State  and  Department  policy  prescribe  internal  control 
to  be  utilized  in  order  to  reduce  the  risk,  of  theft  or  loss.  Section 
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Control  V\  eaknesses 


Cash  Discrepancy 


17-6-105,  MCA,  requires  deposits  be  made  daily  when  the 
accumulated  amount  of  coin  and  currency  exceeds  SI  00.  State 
policy  also  requires  collections  be  appropriately  secured. 

Durmg  the  audit,  we  reviewed  cash  collection  procedures  at  three 
collection  sites  and  noted  instances  of  non-compliance  with 
applicable  state  law  and  policy. 

►  The  Missoula  Driver  Exam  Station  maintains  a  S 1 50  cash 
change  fund.  The  fund  is  kept  in  an  unlocked  desk  to  which  all 
employees  have  unlimited  access.  Cash  and  currency  received 
during  the  day  are  held  in  the  same  unlocked  desk  until  one  of 
the  clerks  transports  it  to  the  bank  in  the  evening  for  safekeeping. 
The  cash  and  currency  are  retrieved  from  the  bank  the  following 
morning,  at  which  time  the  daily  reconciliation  is  performed  and 
the  deposit  is  prepared.  The  cash  and  currency  is  deposited  in 
the  bank  at  the  end  of  the  second  business  day.  On  the  day 
procedures  were  observed,  the  office  deposited  $1,748. 

►  The  Billings  Driver  Exam  Station  also  transports  its  daily 
collections  to  the  bank  for  safekeeping,  retrieving  the  collections 
from  the  bank  the  following  morning  in  order  to  prepare  the 
reconciliation  and  deposit.  The  cash  and  currency  is  deposited  in 
the  bank  at  the  end  of  the  second  day.  On  the  day  procedures 
were  observed,  the  office  deposited  S888. 

►  The  Missoula  Highway  Patrol  Office  uses  a  basket  in  an  open 
area  to  collect  citations  issued  by  highway  patrol  officers  and 
any  bond  received  during  the  issuance  of  those  citations.  Even 
though  the  office  has  a  lockbox  available  to  it,  the  citations  and 
bond  remain  in  the  basket  until  it  can  be  delivered  to  the 
appropriate  county  offices. 

During  the  course  of  the  audit.  Department  personnel  informed  us 
that  the  Billings  Driver  Exam  Station  is  unable  to  account  for  $75  in 
petty  cash.  In  fiscal  year  2001-02,  two  separate  Driver  Exam 
Stations  were  operated  in  Billings.  The  two  stations  merged  into  one 
operation  in  July  2002.   In  February  2003,  station  personnel 
performed  a  reconciliation  between  the  state's  accounting  records 
and  the  petty  cash  on  hand  and  identified  the  $75  cash  discrepancy. 
Department  personnel  indicated  the  office  responsible  for  the  cash 
did  not  maintain  sufficient  records.   Insufficient  records  created  a 
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Summary 


control  weakness  limiting  the  Department's  ability  to  determine 
whether  loss  or  theft  of  the  cash  has  occurred. 

Noncompliance  with  state  law  and  policy  requiring  internal  control 
over  cash  limits  the  Department's  ability  to  prevent  or  detect  the  loss 
or  theft  of  state  moneys.  Due  to  the  amount  of  cash  collected  at 
remote  locations,  we  believe  the  Department  should  review  the  cash 
controls  utilized  by  all  Driver  Exam  Stations  and  Highway  Patrol 
Division  Offices  for  the  purpose  of  determining  compliance  with 
state  law  and  policy.  Instances  of  noncompliance  should  be 
immediately  rectified  to  reduce  the  risk  of  loss  or  theft  of  state  and 
county  revenues. 


Recommendation  #6 


We  recommend  the  Department  review  cash  controls  utilized 
by  all  Driver  Exam  Stations  and  Highway  Patrol  Division 
offices  and  take  appropriate  measures  to  ensure  compliance 
with  state  law  and  policy. 


Revenue  Accruals 


State  accounting  policy  requires  state  agencies  to  accrue  federal 
revenue  during  the  fiscal  year-end  period  for  revenue  earned,  but  not 
yet  received  from  the  federal  government.  We  determined  that 
revenue  accruals  recorded  by  the  Crime  Control  Division  were  not 
processed  in  accordance  with  state  accounting  policy  during  fiscal 
year  2001-02.  The  Federal  Special  Revenue  F'und  ending  ftjnd 
balance  on  the  Schedule  of  Changes  in  Fund  Balances  for  the  fiscal 
year  ended  June  30,  2002,  is  overstated  by  S  i  9.0Q3.  We  were  unable 
to  conclusively  determine  whether  revenues  are  overstated  by  the 
same  amount  or  if  asset  and  liability  accounts  are  also  misstated. 
Crime  Control  Division  personnel  indicated  a  misunderstanding 
occurred  regarding  revenue  accruals.  We  believe  Crime  Control 
Division  personnel,  in  consultation  with  the  Department  of 
Administration,  should  review  the  fiscal  year  2001-02  federal 
revenue  accruals  for  compliance  with  state  policy.  Correcting  entries 
should  be  processed  to  prevent  the  errors  from  compounding  in 
future  fiscal  years. 
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Recommendation  #7 

We  recommend  the  Crime  Control  Division,  in  consultation 
with  the  Department  of  Administration,  review  federal  revenue 
accruals  for  compliance  with  state  accounting  policy  and 
process  necessary  correcting  entries. 
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Internal  Service  Fund 


Internal  Service  Fund  Fees 
Not  Commensurate  With 
Costs 


In  accordance  with  section  17-8-101(6),  MCA,  we  reviewed  the  rates 
and  the  fund  equity  of  the  Department's  Internal  Service  Fund.  The 
following  section  discloses  our  findings. 

The  Department's  Agency  Legal  Services  Bureau  (ALS)  and 
Bankruptcy  Unit  operate  as  an  Internal  Service  Fund.  These 
operations  historically  were  recorded  in  separate  funds,  but  were 
combined  during  fiscal  year  2001-02.  ALS  provides  requested  legal 
services  to  state  agencies  and  the  Bankruptcy  Unit  collects  money 
due  the  state  from  bankruptcy  cases. 


From  fiscal  year  1993-94  through  fiscal  year  1996-97,  ALS  routinely 
billed  for  and  collected  less  revenue  than  the  costs  of  its  operations. 
The  imbalance  of  revenues  and  expenditures  created  a  negative  fund 
balance  of  approximately  $158,000  at  June  30.  1997  for  the 
operation.  Since  June  30,  1997,  revenues  have  consistently  exceeded 
expenditures  by  small  margins.  This  reduced  the  negative  ending 
fund  balance  for  ALS  to  $35,847  at  June  30,  2001.  ALS  operated  by 
using  inter-entity  loans  from  the  Highway  Patrol  Retirement  Fund. 
Through  fiscal  year  2000-01.  the  Bankruptcy  Unit  collected 
sufficient  revenue  to  cover  the  costs  of  its  operations. 

Department  management  requested,  and  the  2001  Legislature 
approved,  an  increase  in  fees  for  ALS.  This  increase  in  fees  allowed 
ALS  to  continue  to  collect  revenues  in  excess  of  expenditures  during 
fiscal  year  2001-02.  The  Bankruptcy  Unit,  however,  was  unable  to 
generate  revenue  sufficient  to  cover  its  costs  during  the  same  period. 
Department  personnel  indicated  this  is  primarily  due  to  an 
insufficient  caseload.  At  June  30,  2002.  the  combined  operations 
had  a  negative  ending  fund  balance  of  $2,147.  Department 
personnel  believe  the  negative  ending  fiind  balance  will  increase  by 
June  30,  2003,  due  to  the  inabilit>'  of  the  Bankruptcy  Unit  to  generate 
revenue. 


Department  personnel  are  taking  measures  to  address  the  projected 
deficit  in  the  Internal  Service  Fund.  In  addition  to  requesting  an 
increase  in  the  hourly  rate  from  the  2003  Legislature,  they  are 
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Recreational  Vehicle 
Registration  Fees 


considering  eliminating  or  restructuring  the  Bankruptcy  Unit. 
Because  the  Department  is  actively  addressing  this  issue,  we  make 
no  recommendation  at  this  time.  We  will  continue  to  monitor  ALS 
fees  in  fiiture  audits. 

Chapter  574,  Laws  of  2001,  modified  the  fees  assessed  for  motor 
vehicles  registered  with  the  Department.  A  registration  fee  of  S3. 50 
was  established  on  recreational  vehicles,  which  includes  travel 
trailers  and  motor  homes.  The  legislation  directs  the  recreational 
vehicle  fee  revenues  be  transferred  from  the  General  Fund  to  a  state 
special  revenue  fund  administered  by  the  Department  of  Fish, 
Wildlife  &  Parks  for  the  benefit  of  state  parks.  Chapter  574,  Laws  of 
200 1 ,  became  effective  July  1 .  200 1 . 


During  fiscal  year  2002-03,  Department  personnel  determined  state 
law  includes  the  $3.50  recreational  vehicle  fee  in  the  motor  home 
and  travel  trailer  registration  fees  as  well  as  establishing  it  as  a 
separate  fee.  As  a  result,  motor  home  and  travel  trailer  owners  were 
charged  the  recreational  vehicle  fee  twice  for  vehicles  registered  in 
fiscal  year  2001-02.  Department  personnel  estimate  the  General 
Fund  received  an  additional  S64,173  and  SI 39,860  from  motor  home 
and  travel  trailer  registrations,  respectively,  during  fiscal  year 
2001-02.  We  believe  the  excess  charges  in  fiscal  year  2002-03  will 
be  similar  to  those  in  fiscal  year  2001-02. 

Department  personnel  indicated  they  mtend  to  seek  a  legal  opinion  to 
determine  if  the  fees  established  by  Chapter  574,  Laws  of  2001, 
reflect  the  intent  of  the  2001  Legislature.  The  legal  opinion  will 
determine  whether  the  Department  seeks  additional  legislation  or 
continues  to  charge  the  fees  established  by  Chapter  574.  Laws  of 
2001.  Because  the  Department  is  in  the  process  of  addressing  the 
duplication  of  fees,  we  make  no  recommendation  at  this  time. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat.  Legislative  Auditor 
John  W.  Northey,  Legal  Counsel 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IS  Audit  &  Operations 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislauire: 

We  have  audited  the  accompanying  Schedule  of  Changes  in  Fund  Balances,  Schedule  of  Total  Revenues 
&  Transfers-In,  and  Schedule  of  Total  Expenditures  &  Transfers-Out  of  the  Department  of  Justice  for  the 
fiscal  year  ended  June  30,  2002.  The  information  contained  in  these  financial  schedules  is  the 
responsibility  of  the  Department's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of 
America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining, 
on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable 
basis  for  our  opinion. 

As  described  m  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  accounting  principles  generally  accepted  in  the  United  States  of  America.  The  schedules  are 
not  intended  to  be  a  complete  presentation  and  disclosure  of  the  Department's  assets,  liabilities  and  cash 
fiows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results 
of  operations  and  changes  in  fund  balances  of  the  Department  of  Justice  for  the  fiscal  year  ended 
June  30,  2002.  in  conformity  with  the  basis  of  accounting  described  in  note  1. 


Respectftilly  submitted. 


A^is^^ 


April  2.  200] 


James  Gillett.  CPA 
Deputy  Legislative  Auditor 


Room  160.  State  Capitol  Buikimg  PO  Box  201705  Helena.  MT  5%20-1705 
Phone  (40(1)  444-.^  122  FA.\  (406)444-^7X4  E-Mail  ladi«  state.mt.us 
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DEPARTMENT  OF  JUSTICE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30  2002 


PROGRAM  (SUBCLASSJ  EXPENDITURES  &  TRANSFERS-OUT 

Persxynai  Services 
SaJanes 

OlDer  Compensation 
Employee  Benefils 
Personal  Services-Other 
Tola) 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communicalions 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Ejtpenses 
Goods  Purchased  For  Resale 
Total 

Equipment  &  IniangiWe  Assets 
Equipment 

Capital  Leases- Equiprrienl-Non  budgeted 
intangiUe  Assets 
Total 

Caprtal  Outlay 
Land  &  Interest  In  Lar>d 
Total 

Local  Assistance 
From  Slate  Sources 

Total 

Grants 
From  Slate  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

Benefits  &  Oaims 
To  Individuals 
Total 

Transfers 

Acoxjniing  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 

Installment  Purchases 
Total 

Total  Expenditures  &  Transters-Oul 

EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 


AGENCY 

LEGAL 
SERVICES 


CENTFIAL 
SERVICES 

DIVISION 


COUNTY 
ATTORNEY 
PAYROLL 


DIVISION  OF 

CRIMINAL 

INVESTIGATION 


(               751.216          $ 

526.028         $ 

1,421.230 

$ 

2.644.092 

181.954 

140.797 

213.592 

747,665 

27.020 

960.190 

666.625 

1.634  822 



3391.757 

153.474 

74.409 

673.629 

16.136 

89.7% 

403.394 

12.108 

44.214 

127.749 

12.927 

1.728 

141.643 

33.059 

37.884 

228.608 
69.180 

S.358 

2.458 

100.916 

11.0B3 

22.116 

123.530 

246.145 

272.605 



1  868  649 

146.862 

52.270 

5.500 
152.362 



52.270 

64.250 
14.593 


EXTRADITION  & 

TRANSPORTATION  OF 

PRISONERS 


(11.699) 


111  699) 


FORENSIC 
SCIENCE 
DIVISION 


GAMBLING 
CONTROL 

DIVISION 


HIGHWAY 
PATROL 
DIVISION 


INFORMATION 

TECHNOLOGY 

SERVICE 


JUSTICE 
SYSTEM 
SUPPORT 

SERVICE 


LAW 

ENFORCEMENT 

ACADEMY 

DIVISION 


LEGAL 
SERVICES 
DIVISION 


MOTOR 
VEHICLE 
DIVISION 


s 

1.094.672          $ 
262.219 

1.607.475          S 

978 

442,852 

70.311 

2,121.616 

9.211.335        $ 

3.551.351 

1.625.936 
417.704 

s 

616.228 
900 

157.183 

$ 

i 

976 

2.390,637       S 
431 
574,351 

3,604.355 

1  104  343 

S  25  493-207 

2,309 

7  794  987 

97  331 

— 

1,356.891 

12.762.686 

2,043643 

- 

774.311 

976 

2965419 

4708,698 

33,387  834 

113.788 
262.127 
23.547 
34.226 
536.930 
16.445 
46.925 
32.10B 

519,213 
34,816 
74,125 
30,2B4 

185.820 

10 

23,157 

18.847 

1,843.955 
1,533.328 
247.617 
513.%9 
321.600 
6.778 
386.961 
180.828 

2.113.905 
362.417 
43.600 
112,232 
74,134 
2.227 
14,216 
61.023 

245.848 
49,744 
26.666 
67,494 
80.010 

838 

26.104 

26 

496.730 

108 

4.250 

106 

109 

1.209 

(242) 
3,000 

785,996 
67.893 
64.041 
65.413 

135,248 

14.278 
111,480 

2,295,541 
214417 
625  155 
76.336 
482  520 
16.686 
93.498 
47,915 

8,819.866 
3060418 

1  288.928 
1 .044.662 

2  117  022 
111.326 
688.363 
638-034 

26 

— 

1 .066.096 

886,372 

5.035.036 

2.783.754 

6540 

1.264.349 

3  852  068 

17768  645 

309,485 

1.558.933 

35.144 

7,016 

(4,350) 

33.345 

2,105,360 
33.345 
5.500 

— 

309.485 

1,556,933 

35  144 

- 

7,016 

(4.350) 

33.345 

2.144.205 

2.067.673 

2.067.673 

2.067.673 

2.067,673 

1 ,91 1 ,495 

139.471 

2  050  966 

1,911,495 

139.471 

1.059.194 
9.782,436 

10.000 
10.000 

2.050.%6 

1.059.194 

9.782.438 

10.000 

- 

10,841,632 

10.851.632 

804,398 

804.398 

804,398 

804.398 

765.205 

81,800 

856.917 

765,205 

eieoo 

6.855 

856.917 

64.250 
6-855 

— 

4.566 

4,566 

2  737  038          $ 

1.815 
1,815 

4  921298         $ 

— 

513.472 

513472 

s 

i:  119.689 

$ 

(2,212) 

(2.212) 

2954             ! 

2,499 

2499 

t            7  229  483         i 

146.276 

155131 

8  715  897 

683-009 

-     754  114 

$ 

20,261,331          $ 

5  376.013 

S  70.666  384 

General  Fund 

State  Speoai  Revenue  Fund 
Federal  Special  Revenue  Fund 
Capital  Proiects  Fund 
Enterprise  Fund 
Internal  Service  Fund 
Total  Expenditures  &  Transters-Out 

Less      NonbuOgeled  Expenditures  &  Transters-Oul 

Prior  Year  Expenditures  &  Transters-Out  Ad|ustments 
Actual  Budgeted  Expenditures  &  Transters-Out 
Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 

State  Speoai  Revenue  Fund 
Federal  Speoai  Revenue  Fund 
Capital  Projects  Fund 
Enterprise  Fund 
iniefrial  Service  Fund 
Unspent  Budget  Authority 


$ 

419.010          $ 

1.634.822 

s 

3.456.524 

425774 

473.596 

233.146 

1461.399 

1216.247 

13.860 
1,091,792 

1.216.247 

1.634,822 

5.391,519 

27,019 

9,935 

(1,444) 
1,093.236 

— 

1.446 

1.179.293 

1,634.822 

5,390.073 

1.227.942 

1.673.764 

1  652.054 

5,804.729 

i                  48  649          $ 

580  526          S 

17  232 

s 

414  656 

(11.699)         $ 


176,553 
365,573 
37.852 


Th«  schedule  is  (xepareo  frofn  ihe  Slatew.de  Acajunimg,  Budgelmg.  and  Human  Resources  System  (SABHRS)  witriout  adjustment  Additional  information 


17,291 
84,708 
312.657 


414  656 
IS  provided  i 


(11.699) 


2.158.470 
303,204 
275,364 

s 

380.790 
3.804.374 

736.134 

S 

1.257.820 
17.513.734 
1.489.777 

$ 

S 

2.927.627 
750.743 
378.778 

1 .308.666 

10,199 
5,376.013 

(17.020) 
5.393.033 
9  038.015 

3  644  982 

% 

1.804,455 
10.315,234 

i 

3,204 
(250) 

s 

3,461,779 

3.346.374 

401.330 

s 

8.216850 
499,047 

i 
i 

25,729.652 
27.116.596 
14.555.030 

1.308.666 
736.134 

1.240.306 

2.737.038 

1.703 

2  735335 
2  843  329 

— 

4.921.298 

70.311 

(59.623) 

4.910610 

9  303  714 

$~ 

20,261,331 

833.733 
58.628 

19368.970 
25.922,439 
6  553  469 

l~ 

12,119,689 

10,368 
12,109,321 
14,745899 
2  636  578 

2  954 

2,954 
0 

$~ 

7.229.483 

2.677.634 

2.561 

4549.288 

5013.410 

464  122 

$ 

(34521 
8719349 
10  382  394 
1  663  CU5 

3.608.697 

(5.643) 
67  083  330 

87  607  689 

107  994 

5 

4  393  104 

i 

0 

6.684 

1 

101,309 


the  notes  to  trie  financial  scnedules  tieginning  on  page  A-9 


2256417 
4,297,051 


3.689 

S 

22.573 

11.926 

200.000 

437,833 

2.414.005 

3,191,334 

127.658 

i 

114  862 

S         486.744 

279.985 

986  295 

8578.007 

56.479 

561  888 

8.219.074 
3.191.334 

Page  .A-7 


Department  of  Justice 
Notes  to  the  Financial  Schedules 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Department  uses  the  modified  accnaal  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  fijnd  category 
(General,  State  Special  Revenue,  Federal  Special  Revenue,  and  Capital 
Projects)  and  certain  liabilities  of  defined  benefit  pension  plans  and 
certain  post  employment  healthcare  plans.  In  applying  the  modified 
accrual  basis,  the  Department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  curtent  period 
liabilities. 

Expenditures  for  valid  obligations  when  the  Department 
incurs  the  related  liability  and  it  is  measurable,  with  the 
exception  of  the  cost  of  employees'  annual  and  sick 
leave.  State  accounting  policy  requires  the  Department 
to  record  the  cost  of  employees'  annual  leave  and  sick 
leave  when  used  or  paid. 

The  Department  uses  accrual  basis  accounting  for  its  Proprietary 
(Enterprise  and  Internal  Service)  fund  categorv'.  Under  the  accrual 
basis,  as  defined  by  state  accounting  policy,  the  Department  records 
revenues  in  the  accounting  period  earned  when  measurable  and  records 
expenses  in  the  period  incurted  when  measurable. 

Expenditures  and  expenses  may  include;  entire  budgeted  service 
contracts  even  though  the  Department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 
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Basis  of  Presentation 


Governmental  Fund 
Categor> 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment. 

Department  accounts  are  organized  in  funds  according  to  state  law 
applicable  at  the  time  transactions  were  recorded.  The  Department 
uses  the  following  funds: 

General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fiand. 


State  Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  (other  than  major  capital  projects)  that  are  legally 
restricted  to  expenditures  for  specific  purposes.  Department  State 
Special  Revenue  Funds  account  for  Highway  Patrol  operations, 
collections  of  gambling  license  revenues,  and  the  Natural  Resources 
Damage  Litigation  Program. 

Federal  Special  Revenue  Fund  -  to  account  for  money  received  from 
federal  sources  used  for  the  operation  of  state  government. 


Proprietary  Fund 
Category 


Capital  Projects  Fund  -  to  account  for  financial  resources  used  for  the 
acquisition  or  construction  of  major  capital  facilities,  other  than  those 
financed  by  proprietary  funds  or  trust  funds.  The  Department  uses  this 
fund  to  account  for  the  costs  related  to  developing  the  information 
technology  system  authorized  by  Chapter  394,  Laws  of  2001,  related  to 
the  production  and  maintenance  of  motor  vehicle  title  and  registration 
records  and  drivers'  license  records. 

Internal  Service  Fund  -  to  account  for  the  financing  of  goods  or 
services  provided  by  one  department  or  agency  to  other  departments  or 
agencies  of  state  government  or  to  other  governmental  entities  on  a 
cost-reimbursement  basis.  The  Department  Internal  Ser\ice  Fund 
includes  the  Agency  Legal  Services  Bureau  which  pro\  ides  requested 
legal  services  for  other  state  agencies,  and  the  Bankruptcy  and 
Collection  Unit  which  provides  bankruptcy  and  collection  services  to 
state  agencies. 
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Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where  the 
Legislature  intends  that  the  Department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate  for  capital  maintenance,  public 
policy,  management  control,  accountability,  or  other  purposes.  A 
portion  of  the  Gambling  Control  Division's  operations  are  financed 
through  appropriations  from  the  Department  of  Revenue's  Liquor 
Enterprise  Fund. 


^"    General  Fund  Balance 


Each  agency  has  authority  to  pay  obligations  from  the  statewide 
General  Fund  within  its  appropriation  limits.  The  Department's  total 
assets  placed  in  the  fund  exceed  outstanding  liabilities,  resulting  in  a 
positive  ending  General  Fund  balance  for  the  fiscal  year  ended  June  30, 
2002.  These  balances  reflect  activity  at  the  agency  and  not  the  fund 
balance  of  the  statewide  General  Fund. 


^'     Direct  Entries  to  Fund 
Balance 


Direct  entries  to  fund  balances  in  the  General,  State  Special  Revenue, 
and  Enterprise  funds  include  entries  generated  by  SABHRS  to  reflect 
the  flow  of  resources  within  individual  funds  shared  by  separate 
agencies. 


4. 


Reorganizations 


Gambling  Control 


Chapter  371,  Laws  of  2001,  moved  the  Extradition  and  Transportation 
of  Prisoners  program  from  the  Department  of  Justice  to  the  Governor's 
Office  effective  for  fiscal  year  2001-02.   in  addition,  during  fiscal  year 
2001-02,  the  Department  consolidated  the  Law  Enforcement  Academy 
operations  into  the  Division  of  Criminal  Investigation.  Prior  year 
expenditure  adjustments  recorded  in  fiscal  year  2001-02  related  to 
these  operations  are  shown  in  the  Law  Enforcement  Academy  Division 
and  Extradition  &  Transportation  of  Prisoners  subclasses  on  the 
Schedule  of  Total  Expenditures  &  Transfers  Out  for  the  fiscal  year 
ended  June  30,  2002. 

The  1 999  Legislature  approved  funding  for  the  Automated  Accounting 
and  Reporting  System  (AARS)  which  would  allow  video  gambling 
machines  to  communicate  via  telephone  lines  with  a  central  computer 
system  to  verify  that  only  approved  gaming  software  is  running  and  to 
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Tobacco  Settlement 


collect  information  on  machine  play.  The  Department  signed  a 
contract  with  Lodging  and  Gaming  Systems,  Inc.  (company)  to  deliver 
a  system.  The  Department  paid  the  company  $930,000  in  fiscal  years 
1999-00  and  2000-01.  The  system  was  not  delivered  and  the 
Department  filed  a  lawsuit  against  the  company  for  breach  of  contract. 
The  company  filed  a  counter-suit.  The  Department  and  the  company 
entered  into  a  settlement  agreement  in  June  2002  requiring  the 
company  to  provide  the  state  with  the  final  tested  product  and  title  to 
the  system.  The  system  and  title  were  not  delivered  and  the  state  is 
continuing  to  pursue  legal  action  against  the  company. 

The  state  of  Montana  could  receive  an  estimated  S920  million  over  25 
years  as  party  to  a  settlement  agreement  with  seven  tobacco  companies. 
The  total  amount  of  tobacco  settlement  funds  available  will  be  affected 
by  a  number  of  adjustments,  including  inflation  and  sales  volume 
changes  contained  in  the  master  settlement  agreement.  State  law 
requires  the  Department  to  deposit  60  percent  of  the  money  received  in 
the  General  Fund.  The  Department  recorded  settlement  payments 
totaling  $18.6  million  as  settlements  in  the  General  Fund  in  fiscal  year 
2001-02.  Settlement  revenue  is  included  in  the  Fines  and  Forfeits 
revenue  classification  on  the  Schedule  of  Total  Revenues  and 
Transfers-In.  Ongoing  annual  payments  began  in  April  2000  and 
continue  through  2025.  The  state  will  continue  to  receive  settlement 
payments  as  long  as  tobacco  is  sold  in  Montana.  The  remainder  is 
placed  in  a  trust  fund  administered  by  the  Department  of  Public  Health 
&  Human  Services. 


Natural  Resource  Damage 
Litigation  Settlement 


In  1983  the  Department  filed  a  lawsuit  against  Atlantic  Richfield  Co. 
(ARCO)  for  damages  to  natural  resources  in  the  Upper  Clark  Fork 
River  Basin.  In  1998  several  portions  of  the  lawsuit  were  settled.  The 
Department  received  $129  million  from  the  settlement  in  fiscal  year 
1 999-00.  Funds  are  earmarked  for  environmental  restoration  work. 
The  state  has  an  outstanding  claim  against  ARCO  for  an  additional 
$200  million,  which  has  not  been  resolved. 
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8.    Contingent  Liabilities 


In  Babinecz,  et  al.  v.  Montana  Highway  Patrol,  plaintiffs  allege  that 
the  Department  of  Justice  did  not  appropriately  provide  overtime 
compensation  to  Montana  Highway  Patrol  Officers.  On  April  24, 
2003,  the  Montana  Supreme  Court  ruled  that  the  officers  are  not 
subject  to  the  federal  Fair  Labor  Standards  Act.  This  ruling  changes 
the  basis  for  overtime  compensation  from  1 70  hours  in  a  28-day 
period  to  a  40-hour  workweek.  Department  officials  indicated  the 
ruling  will  result  in  the  litigation  being  considered  at  a  wage  and 
hour  hearing  and,  subsequently,  in  district  court.  These  plaintiffs  are 
also  within  a  putative  class  seeking  compensation  for  lunch  hours 
and  for  inclusion  of  subsistence  pay  in  the  base  salary  used  in  the 
calculation  of  overtime  compensation  in  Swinglev.  et  al.  v.  Montana 
Highway  Patrol.  The  district  court  has  granted  a  motion  for  class 
certification  in  Swinglev  and  once  defined  the  class  will  include 
approximately  280  officers.  The  class  is  also  seeking  overtime 
compensation  based  on  the  change  from  1 70  hours  in  a  28-day 
period  to  a  40-hour  workweek.  Further,  the  class  is  seeking  an 
increase  in  overtime  rates  paid  over  a  period  of  approximately  6  and 
one-half  years  based  on  the  argument  that  subsistence  pay  should 
have  been  included  in  their  base  pay  rate  for  purposes  of  computing 
overtime.  Finally,  the  class  is  also  contending  that  subsistence  pay 
should  have  been  included  in  their  base  pay  rate  for  purposes  of 
computing  the  contributions  to  the  Highway  Patrol  Officers' 
Retirement  System.  Subsistence  pay  includes  reimbursement  for 
meals,  travel,  uniform  maintenance,  and  home  telephone. 
Department  officials  indicated  this  legal  proceeding  is  in  District 
Court.  Department  officials  estimate  the  combined  possible  amount 
of  loss  in  monetary  terms  for  these  legal  proceedings  at  S9  million. 
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ATTORNEY  GENERAL 

STATE  OF  MONTANA 


Mike  McGrath 
Attorney  General 


Department  of  Justice 
215  North  Sanders 
PO  Box  201401 
Helena,  MT  59620-1401 


May  12.2003 

Mr.  Jim  Gillett 
Deputy  Legislative  Auditor 
Legislative  Audit  Division 
P.O.  Box  201705 
Helena.  MT  59620-1705 


RE^ 


i\ 


MAY  i  2  2003 
LEGISLATIVE  AUDIT  DiV. 


Dear  Jim: 

The  staff  of  the  Department  of  Justice  and  I  wish  to  express  our  appreciation  for  the 
manner  in  which  your  staff  conducted  the  Financial  Comphance  Audit.  Your  willingness 
to  schedule  around  legislative  hearings  was  important  to  our  operation.  We  appreciate 
the  audit  function  for  the  review  it  provides  us  and  allows  us  to  make  compliance 
changes  to  conform  to  State  laws  and  Generally  Accepted  Accounting  Principles.  The 
audit  also  provides  an  opportunity  for  us  to  share  with  your  staff  how  this  department 
functions,  and  hopefully,  this  information  can  be  used  when  questions  are  asked  of  your 
division  about  the  Department  of  Justice. 

Following  are  the  responses  of  the  Department  of  Justice  to  the  audit  recommendations 
presented  in  your  audit  report  covering  fiscal  year  2002. 

Recommendation  #1 

We  recommend  the  Department  establish  procedures  to  ensure  cash  draws  from  the 
federal  government  are  executed  in  accordance  with  federal  regulations  and  state 
law. 

The  Department  concurs.  Cash  draw  procedures  have  already  been  changed  to  ensure 
compliance. 

Recommendation  U2 

We  recommend  the  Department  work  with  the  Office  of  Budget  and  Program 
Planning  to  ensure  Legal  Ser>  ices  Division  positions  are  paid  by  the  appropriate 
funding  source. 
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The  Department  concurs.  We  will  continue  to  work  with  the  Office  of  Budget  and 
Program  Planning  to  address  the  funding  issue. 

Recommendation  #5 

We  recommend  the  Department  work  with  the  Department  of  Administration  to 
ensure  state  accounting  policy  results  in  the  proper  and  complete  implementation  of 
Generally  Accepted  Accounting  Principles. 

The  Department  concurs.  The  two  departments  have  already  addressed  this  issue. 

Recommendation  #6 

We  recommend  the  Department  review  cash  controls  utilized  by  all  Driver  Exam 
Stations  and  Highway  Patrol  Division  offices  and  take  appropriate  measures  to 
ensure  compliance  with  state  law  and  policy. 

The  Department  concurs.  The  Motor  Vehicle  Division  and  the  Highway  Patrol  Division 
have  already  taken  steps  to  address  this  issue. 


Sincerely 


^TH 

Attorney  General 
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KECEfVED 

WAY  0  ]  2003 


STATE  OF  MONTANA 

DEPARTMENT  OF  JUSTICE 

BOARD  OF  CRIME  CONTROL  LEGiSLAIi /£  AUDIT  DIV. 

3075  N  Montana  Ave  -  PO  Box  201408  -  Helena,  MT  59620-1408 


Mike  McGrath 
Attorney  General 


Phone  (406)444-3604 
FAX  (406)  444-4722 


April  25,  2003 

Jim  Gillett 

Deputy  Legislative  Auditor 

Room  160,  State  Capitol 

P.O.  Box  201705 

Helena,  Montana  59620-1705 

Dear  Jim: 


First  of  all,  thank  you  and  your  staff  for  the  work  that  you  have  completed  for  the  Crime 
Control  Division  in  this  most  recent  audit.    We  appreciate  the  opportunity  to  work  with 
you  to  ensure  we  are  meeting  our  statutory  responsibilities  and  believe  that  the 
recommendations  you  have  made  will  help  us  to  do  so. 

The  Crime  Control  Division  makes  the  following  responses  to  the  financial-compliance 
audit  for  the  fiscal  year  ended  June  30,  2002: 

Recommendation  #3 


We  recommend  the  Youth  Justice  Advisory  Council  establish  by-laws  and  practices  that 
comply  with  federal  law  and  the  Executive  Order. 


Agency  Response: 

We  concur.  The  Youth  Justice  Council  will  review  the  by-laws  and  practices  at  its  next 
regularly  scheduled  meeting  and  ensure  that  both  by-laws  and  practices  comply  with  the 
federal  law  and  the  Executive  Order. 

Recommendation  #4 


We  recommend  the  Crime  Control  Division  establish  procedures  to: 


A.  Ensure  travel  reimbursement  comply  with  slate  law. 

B.  Obtain  the  Governor's  authorization  to  conduct  meetings  outside  of  Helena. 


Agency  Response: 

We  concur.    We  were  not  aware  of  the  restrictions  imposed  by  section  2-15-122  MCA, 
for  the  Youth  Justice  Council.  We  will  ensure  that  travel  reimbursement  is  done  only 
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when  it  complies  with  section  2.15-122,  MCA  and  we  will  contact  the  Governor's  Office 
for  authorization  of  any  YJC  meeting  to  be  held  outside  of  Helena  at  least  one  month 
prior  to  any  such  meeting. 

For  the  record  we  do  want  to  note  that  the  two  meetings  that  were  held  outside  of  Helena 
were  held  in  Great  Falls  and  Butte  and  resulted  in  travel  reimbursement  savings  to  the 
Youth  Justice  Council  and  other  participants.  The  Great  Falls  meeting  was  a  special  two 
day  meeting  designed  to  discuss  Native  American  issues.  Representatives  from  the  seven 
Tribal  Governments  were  invited  to  participate  in  the  technical  assistance  and  planning 
process.  Because  of  the  number  of  participants  anticipated,  it  was  determined  that  we 
needed  to  meet  in  a  location  that  could  hold  up  to  90  people  and  would  be  centrally 
located.  The  largest  number  of  tribal  representatives  were  from  Rocky  Boy's,  Fort  Peck 
and  Fort  Belknap  Reservations.  Holding  the  meeting  in  Great  Falls  actually  saved  money 
and  was  more  convenient  for  participants.  In  addition,  the  speakers  that  we  invited  were 
from  the  Great  Falls  area.  We  saved  funds  by  not  having  to  pay  for  speakers  travel  to 
Helena. 

We  also  met  in  Butte  in  September  of  2002.  We  saved  funds  by  meeting  in  Butte  in 
conjunction  with  the  Montana  Correctional  Association  and  the  Juvenile  Probation 
Officers  Association  Conference. 

Recommendation  #7 

We  recommend  that  the  Crime  Control  Division,  in  consultation  with  the  Department  of 
Administration,  review  federal  revenue  accruals  for  compliance  with  state  accounting 
policy  and  process  necessary  correcting  entries. 

Agency  Response: 

We  concur.  We  will  review  federal  revenue  accruals  with  the  Accounting  Division  of  the 
Department  of  Administration  and  process  necessary  correcting  entries. 


Again,  thank  you  for  your  work  and  recommendations.    If  you  need  any  additional 
information  or  have  any  questions,  please  do  not  hesitate  to  call. 


'  Sincerely, 


// 
Ji™  Oppedahl 

Eixecutive  Director 
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